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Applicationof AvondaleMills, Inc. for )
Approvalof aNew Scheduleof Ratesand )
Chm'gesfor WaterandSewerageServices )
Providedto Customersin Aiken County, )
SouthCarolina )

ORDERAPPROVING
RATESAND CHARGES

I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (the

"Commission") on the Application of Avondale Mills, Inc. ("Company" or "Avondale

Mills") for approval of a new schedule of rates and charges and for modification to

certain terms and conditions for the provision of water and sewer services for its

customers in South Carolina. Avondale Mills is a Class C water and wastewater utility

providing service in Aiken County. According to Avondale Mills' Application, water

service is provided to 616 customers and wastewater service is provided to 495

customers.

This matter was initiated on December 23, 2008, when Avondale Mills filed an

Application for approval of a new schedule of rates and charges for customers pursuant to

S.C. Code Ann. §58-5-240 (Supp. 2008) and 26 S.C. Code Ann. Regs. 103-503 (Supp.

2008), 103-703 (Supp. 2008), 103-512.4.A (Supp. 2008) and 103-712.4.A (Supp. 2008).

By its Application, the Company sought an increase in total annual water and sewer
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revenuesof $613,010.No partiesfiled Petitionsto Intervenein this matter. Subsequent

to filing its Application,theApplicantcompliedwith all noticerequirements.

By letter dated February 19, 2009, the Office of Regulatory Staff ("ORS")

requestedanight hearingin Aiken County.I OnMarch 5, 2009,the Commissionissued

Order No. 2009-136 granting a request for a local public hearing and ordering

CommissionStaff to schedulea publichearingin Aiken County. Thenight hearingwas

heldonMay 26,2009,at6:00p.m. in Graniteville,SouthCarolina.

On June2, 2009, a hearingconcerningthe mattersassertedin AvondateMills'

Application was held in the Commission'shearingroom locatedat SynergyBusiness

Park,101ExecutiveCenterDrive - SaludaBuilding, Columbia,SouthCarolina.Thefull

Commission,with Chairman Elizabeth B. Fleming presiding, heard the matter of

AvondaleMills' Application. ScottElliott, Esquire,representedAvondaleMills. Jeffrey

Nelson,Esquire,andShealyBolandReibold,Esquire,representedORS. RandallDong,

Esquire,servedaslegalcounselto theCommission.

AvondaleMills presentedthetestimonyof JackR. Althen', Jr., Vice Chairman,

President,CEO, and CFO, and G. StephenFelker, Jr., Vice Presidentof Corporate

Development.ORSpresentedthetestimonyof Willie J. Morgan,ProgramManagerfor

theWaterandWastewaterDepartment,andChristinaA. Stutz,Auditor.

II. FINDINGS OF FACT AND SUPPORTINGEVIDENCE

1. Avondale Mills provideswater distribution and wastewatercollection

serviceto 616watercustomersand495seweragecustomersin theGraniteville/Vaucluse

ORSreceivedrequestsfor anighthearingfromthreemembersof theGeneralAssemblyandseveral
membersofthepublic.
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areaof Aiken County. As a publicutility, its operationsaresubjectto the jurisdiction of

theCommissionpursuantto S.C.CodeAnn. §58-5-10et seq. (Supp. 2008).

The evidence supporting this finding is contained in the Company's Application,

the testimony of its witnesses Altherr and Felker and in the testimony of ORS witness

Morgan.

2. We find that the appropriate test year for purposes of this proceeding is the

twelve month period ending August 29, 2008.

The evidence supporting this finding is contained in the Company's Application,

the testimony of its witness Altherr, and the ORS Audit Department Report sponsored by

ORS witness Stutz, which reflects that Avondale Mills proposed a test year ending on

August 29, 2008. No party opposed the Company's proposed test year.

3. We find that it is appropriate to employ an operating margin methodology

in determining just and reasonable rates based on the Company's Application and the

testimony and evidence contained in the record of this case.

The evidence supporting this finding is contained in the Company's Application

and based on the testimony of ORS witnesses Morgan and Stutz. Additionally, there are

no other pm_ies of record in this matter to propose an alternative method for determining

a just and reasonable rate, and the testimony of ORS witnesses Morgan and Stutz

contemplate that an operating margin will be employed. The Commission is required to

specify an operating margin in all water and sewer cases pursuant to S.C. Code Ann. §

58-5-240(H) (Supp. 2008); however, the Commission is not precluded by the above

statute from employing an alternative method of ratemaking.
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4. We find that AvondaleMills is currentlylosingapproximately$475,952

peryear in the operationof its waterand sewersystem. Evenafteracceptingall of the

accountingandpro formaadjustmentsof ORS,AvondaleMills' operatingmarginduring

thetestyearwas(429.69%).By its Application,asrecalculatedby ORS,AvondaleMills

is requestingan increasein its ratesandchargesfor waterand sewerserviceto produce

an increasein total operatingrevenuesof $613,060and a net increasein operating

incomeof $567,917.This increasein revenueswouldyield the Companynetoperating

incomeof $91,965.AvondalewitnessAltherr testifiedthatthe Companyacceptedall of

ORS's accountingadjustmentsto Avondale Mills' Application of record and further

acceptedall financial schedulesas proposedby ORS witnesses. As a result, the

Applicant's financial schedulesas modified by ORS constitute the only evidence

pertainingto financialschedulesin thisDocket.

Theevidencefor the findingsconcerningcurrentrevenuesandoperatingmargin

aswell asthe effect of the proposedrateson revenuesis containedin the Company's

Application, in Companywitness Altherr's testimony, and in ORS witness Stutz's

testimonyandexhibits.

5. Wefind that for thetestyear,afteraccountingandpro formaadjustments

by ORS,which were acceptedby the Company'switnessesat the hearingin this case,

AvondaleMills incun'edtotaloperatingexpensesof $586,718.

The evidenceto supportthis finding is in the testimonyof Companywitness

Altherr andORSwitnessStutz.
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6. Wefind that, accordingto bothCommissionrecordsandthetestimonyof

AvondaleMills andORSwitnessesat the hearingin this case,thewaterandwastewater

systemwhich is thesubjectof this actionwaspurchasedby AvondaleMills in 1996and

that the systemis currentlyoperatingunderratesput into effectby this Commissionin

1980.

The evidenceto suppo_tthis finding is in the testimonyof Companywitnesses

Altherr andFelker.

7. We ful_herfind that, althoughAvondaleMills has requestedto impose

ratesand chargesunder this Application which representa substantialincreaseto its

customers,theseratesarenecessaryto ensuretheeconomicviability of thesystem,which

is currently losingcloseto $500,000a year. As testifiedby AvondaleMills' witnesses

Althen" and Felker, the AvondaleMills Companycould acceptsuch losseswhen its

manufacturingoperationswerea customerof the system,but that is no longera viable

option. As the water and wastewateroperationsmust now "standon their own," we

realize that the financial and structural survival of the systemrequires the drastic

percentageincreasein ratesrequestedby the Companyin orderto providea moderate

positiveoperatingmargin.

8. We find that the proposedscheduleof ratesand chargescontainedas

Exhibit A to the Company'sApplication is fair andreasonableandwill yield Avondale

Mills an OperatingMargin of 12.71%. We further find that suchan operatingmargin

shouldbesufficientto enableAvondaleMills to operateandmaintainthepresentsystem

adequatelywithout providing excessiveincome or revenuesat the expenseof the
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system'scustomers.This finding is in accordwith thetestimonyof ORSwitnessMorgan

who testified under cross-examinationthat ORS considers,and has consistently

recommended,anoperatingmargin of between10%to 15%for waterand wastewater

utilities operatingin SouthCarolina. The 12.71%operatingmarginpresentedin this case

fallswithin thisrange.

9. We further find that it is appropriateandreasonableto approvethe pass

through mechanismrequestedin Avondale Mills' Application. As Avondate Mills

purchasesall of its waterfrom theBreezyHill WaterandSewerCompanyandtheValley

Public ServiceAuthority, as well as treatmentservicesfi'om the Aiken CountyPublic

ServiceAuthority, it is evident,aswas testifiedby Mr. Atthen' at the hearing,that the

majority of AvondaleMills' costsarethoseassociatedwith the purchaseof water and

sewerselMcesfrom theseentities. The testimonyof Mr. Altherr furtherprovidedthat

costsfrom one or more of theseentities normally increaseseachyear. In order to

alleviatethequandaryof either"rateshock"or yearlyratecasesexpenses,we find it fair

andreasonableto approvethe pass-throughmechanismasprovidedin the attachedrate

schedule,attachedheretoasAttachmentA.

10. Thepublichearingconductedbythe Commissionraisedcertainquality of

serviceissuesrelatedto bill estimates,customerservice,waterquality, and compliance

with the regulationsof the South CarolinaDepartmentof Health and Environmental

Control ("DHEC"). Of note,Mr. Alton Eversonraiseda concernregardingsewerage

overflow. We find that, basedon thetestimonyprovidedby CompanywitnessesAlthen'
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and Felker and ORS witnessMorgan, as well as documentaryevidencesubmittedas

HearingExhibit 2,AvondaleMills hasproperlyrespondedto overflowsandspills.

Wefurther find thattheseissues,while of significantconcernto this Commission,

appearto be causednot dueto lack of attentionor maintenanceby AvondaleMills but

ratherdueto the ageandcondition&the system. We find that the Company should, and

must, continue its efforts to identify lost water, system leaks and spills, and must continue

to use its best efforts to resolve water pressure issues and valve/hydrant maintenance

issues which have been raised by its customers and DHEC. However, the Commission

does not believe that our refusal or rejection of the Company's proposed rate increase

will resolve, and in fact may aggravate, maintenance and service issues. The

Commission finds that it would be in the best interests of both the Company and its

customers to allow Avondale Mills to earn a reasonable operating margin to provide it

with the means to maintain its aging water and wastewater system properly and to

comply with DHEC and Commission standards.

11. We find that it is in the public interest to require perfolrnance bonds in the

amount of $540,000 for the Company. Bond amounts must range from an amount not

less than $100,000 and not more than $350,000 each for water and sewer pursuant to S.C.

Code Ann. Regs. 103-512.3.1 (Supp. 2008) and 103.712.3.1 (Supp. 2008). The bond

amount is also set forth in S.C. Code Ann. § 58-5-720 (Supp. 2008). ORS witness

Morgan testified that the bond requirement for Avondale Mills should be increased to

$265,000 for water operations and $275,000 for sewer operations based on expenses from

the test year. Avondale witness Altherr testified that Avondale Mills accepted the bond
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amountsrecommendedby ORS. Therefore,this Commissionfinds that in order to

providesufficient financial assuranceto both the customerandthe Commissionin the

eventthattheCompanyfails to providesafeandadequateservice,bondsin theamountof

$540,000arerequired.

III. CONCLUSIONS OF LAW

Based on the Findings of Fact as contained herein and the record of the instant

proceeding, the Commission makes the following Conclusions of Law.

1. We conclude that an Operating Margin methodology is appropriate to use

in establishing just and reasonable rates. In accord with the testimony of ORS Witness

Morgan, we conclude that a fair operating margin for the combined water and wastewater

operations of Avondale Mills in South Carolina is 12.71%. This operating margin is

calculated by dividing the proposed net operating income by the total operating revenues.

2. The Company's calculated operating margin for the test year ending

August 29, 2008, under present rates and as adjusted in this Order, was (429.69%). This

margin is based on adjusted total operating revenues of $110,766 and adjusted total

operating expenses of $586,718, producing a net operating loss for return of ($475,952).

Under the rates and charges approved herein and detailed in Attachment A to this Order,

Avondale Mills is anticipated to produce a net operating income for return of $91,965 to

yield the approved Operating Margin of 12.71%.

3. The rates and charges provided for in Attachment A to this Order are

designed to be just and reasonable without undue discrimination and are also designed to

meet the revenue requirements of the Company to yield the approved Operating Margin
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of 12.71%. The Company'srequestedmodificationsto certaintermsand conditionsof

servicein its rate scheduleare not counterto the public interestand arenecessaryto

ensuretheeconomicviability of theCompany.

4. We concludethattheCompanyis entitledto the implementationof apass-

throughmechanismasdetailedin the tariff ratesheetattachedheretoasAttachmentA.

We concludebasedon the documentaryevidencepresentedandthe testimonyof ORS

WitnessMorganthat the existingperfol_ancebondsm'einadequate,andthat Avondate

Mills shouldpostperformancebondsin the amountsof $265,000for water serviceand

$275,000for sewerservice. Thesebondsshouldbe in placeprior to the implementation

of theratesandchargesapprovedin thisOrder.

IV. CONCLUSION

Thelaw requiresthat AvondaleMills beallowedto earna reasonableoperating

marginfor its services,andin decidingonsucha margin,theCommissionis constrained

by the evidencebefore it and the applicablelaw. No party to this casearguesthat

Avondale Mills' Application for a rate increaseshouldbe deniedaltogether. Indeed,

evidencepresentedat the hearing revealeda rate increaseis necessaryto enablethe

Companyto continueoperatingits agingsystem.ORSwitnessChristinaStutztestified

that the operatingmargin resulting from the utility's Application, following ORS's

accountingandpro forma adjustments,would be 12.71%. The utility has,throughits

witnessesJackAltherr and StephenFelker,agreedto the ORS's proposedadjustments.

We have consideredthe testimonyof severalAvondale Mills' customersand elected

officials who attendedthe public night hearingand expressedconcernwith the current
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serviceandtheratesthat they couldbe paying. However,while the Commissionfinds

that the testimony of the Company'scustomersis relevant to this proceeding,the

Commissionfinds that this testimony,standingalone,is insufficientto provide thebasis

for denyingAvondaleMills' rate increase.Indeed,noneof thepublicwitnessesobjected

to the ideaof arateincrease,but ratherto its timing or size.

IT ISTHEREFOREORDEREDTHAT:

1. The rates and schedulesin AttachmentA are hereby adoptedby the

Commissionandareorderedto beput into effectby AvondaleMills within thilly (30)

daysof the issuanceof this Orderor in the Company'snextbilling cycle. The schedules

shallbedeemedto be filed with the Commissionpursuantto S,C.CodeAnn. §58-5-240

(Supp.2008).

2. AvondaleMills is entitledto raterelief onthebasisof its currentoperating

marginof (429.69%).

3. An operatingmarginof 12.71%is approvedfor AvondaleMills.

4. AvondaleMills shall file performancebondsin theamountsof $265,000

for waterand$275,000for sewerservicesprior to the implementationof new ratesand

chargesauthorizedbythisOrder.

5. AvondaleMills shall keepits booksandrecordsin accordancewith the

NationalAssociationof RegulatoryUtility Commissioners(NARUC)Unifoml Systemof

Accounts.

6. AvondaleMills shall implementa pass-throughmechanismasdetailedin

AttachmentA. AvondaleMills shall comply with all notice and timing provisionsas
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detailedin AttachmentA prior to beingpermittedto increase,bill, or collect anyor all

ratesandchargesof anywateror sewerratessubjectto suchpass-through.TheCompany

shall notify this Commissionand ORSin writing at leastthirty (30) daysprior to the

implementationof new ratesresultingfrom Avondale Mills' use of the pass-tba'ough

mechanismorthe Company'sintentto dosoandshallfile arevisedscheduleof ratesand

chargeswith this CommissionandORSafterthe implementationof suchrates.

7. This Order shallremain in full force andeffectuntil furtherOrderof the

Commission.

BY ORDEROF THE COMMISSION:

ATTEST:

John_. Howard,Vice Chairman

(SEAL)

ElizabethB.Fleming,Chairman



Attachment A
Page 1 of 3

AVONDALE MILLS, INC.
DOCKET No.: 2008-460-WS

SCHEDULE OF RATES AND CHARGES

WATER

L Monthly Reenrr_ Charges

RESIDENIIAL & COMMERCIAL CUSIDMERS:

Base Fac'difies Charge $8.00

Commodity Charge $4,50 per 1000 Gallons

APARTMENT COMPLEX - MULTIPLE BUILDINGS SERVED BY A SINGLE

Base Fac'flilies Charge

CommodityC_e

IRRIGATION CUSTOMERS:

Base Facilities Charge

CommodityCharge

INDUSqlllAL CUSTOMERS:

Base Fae'dilies Charge

Commod_Cha_

$50.00

$4.50 per 1000 Gallons

$12.00

$5.65 per 1000 Gallons

$50.00

$4.50 per 1000 Gallons

2. NonrmuringCharges

Water Tap-In Fee For New Connections

A. 5/8 "Meter $550.00

B. Meter tap fees for meters larger than 5/8" will be based on a s'mgie-family
equivalent (SFE) using the DHEC contributory loading criteria.
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3. Notification, Account Sot-Up, and Recounecfion Charges

A. Notification Fee: A fee of five dollars ($5.00) shall be charged each customer to
whom the utility mails the notices as required by Commission Rule R. 103535
prior to service being discontinued. This fee assesses a portion of the clerical and
mailing costs of such notices to the customers creating the cost

B. Customer Account Charge: A one time fco of $15.00 will be charged to defray
the cost of initiating a new customer's service.

C. ReconneOion Charges: In addition to any other charges that may be due, a

reconnection fee of $35.00 shall be due prior to the utility reconnecting service
which has been disconnected for any reason set forth in Commission Rule R.103-
732.5.

4. LatePenaltyCharge

Avondale may charge a lato-payment penalty up to the maximum amount allowed by
applicable South Carolina Statute und/or Public Sorvice Commission

5. NSF Check Charge

Avondale may charge a NSF check charge up to the maximum amount allowed by
appficable South Carolina Statute and/or Public Sorvlce Commission rul_

6. Tbe Utility shall glve the Commission thirty days' notice ofits intont to pass-through to
customers charges for water service which are higher than those in effect at the time of the
Commission's approval of the within rate schedul_ The Utility shall provlde with such notice
written documentation of an increase by the provider of treatment services justifying the
increase in the amount of treatment charges sought to be passed-through to affected customers.
In the event that an increase in the amount of treatment charges to be passed-through to
customers is found by the Commission to be so justified, the Utility will then be required to give
customers advance notice before the increase in the charges for water service to be passed
through may be put into effect.

SEWER

1. Monthly Recurring Charges

RFA_ENTIAL & COMMERCIAL CUSTOMERS:

Base Fac'dlti_ Charge $6.00

Commodity Charge $6.50 per 1000 GaHom

APARTMENT COMPLEX- MULTIPLE BUILDINGS SERVED BY A SINGLE
METER:

Base Facilities Charge $35.00

Commodity Charge $62;0 per I000 Gallons
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INDUSTRIAL cusroMERS:

Base Facilities Charge

CommodityCharge
$35.00

$6.50 per 1000 Gallons

2. No Cha es

Sewer Tap-In Fee For New Counecfiom

A_ 5/8" Meter $550.00

B. Meter tap fees for meters larger than 5/8" will be based on a single-family
equivalent (SFE) using the DHEC contributory loading criteria.

3. Notification, Account Set-Up, and Recouneetion Charges

A. Notification Fee: A fee of five dollars ($5.00) shall be charged each customer to
whom the utility mails the notices as required by Commission Rule 17. 103-535
prior to service being discontinued. This fee assesses a portion of the clerical and
marling costs of such notices to the customers creating the cost.

B. CustomerAccountCharge" Aonefimefeeof$15.00wilibechargedtodefraythe
cost of initiating a new customer's service.

C. Recouneelion Charges: In addition to any other cha_es that may be due, a
reconnecllon fee of $250.00 shall be due prior to the utility reconnecting service
which has been disconnected for any reason set forth in Commission Rule IL 103-
532.4.

4. Late Penalty Charge

Avondale may charge a late-payment penalty up to the ma,,dmum amount allowed by
applicable South Carolina Statute and/or Public Service Commission nfl_

5. NSF Check Charge

Avondale may charge a NSF check charge up to the maximum amount allowed by
applicable South Carolina Statute and/or Public Service Commission rule

6. The Utility shall give the Commissian thirty days notice of its intent to pass-thrangh to
customers treatment charges which are higher than those in effect at the time of the

Commission's approval of the within rate schedul_ The Utility shall provide with such
notice written documentation of an increase by the provider of treatment services
justifying the increase in the amount of treatment charges sought to be passed-through to
affected customers. In the event that an increase in the amount of treatment charges to

be passed-through to customers is found by the Commission to be so justified, the Utility
will then be required to give customers advance notice before the increase in the
treatment charges to be passed through may be put into effect.


